
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

THE APPLICATION OF LEWIS SANITATION 1 
COMPANY, INC. D/B/A QARDENSIDE ) 
SUBDIVISION, FOR AN ADJUSTMENT OF RATES ) CASE NO. 94-151 
PURSUANT TO THE ALTERNATIVE RATE 1 
FILINQ PROCEDURE FOR SMALL UTILITIES ) 

u 
On April 28, 1994, Lewis Sanitation Company, Inc., d/b/a 

Qardensida Subdivision ("Qardonside") f iled its application for 

Comminsion approval of proposed sewer rates. Commission Staff, 

having performed a limited financial review of Qardenside'o 

operations, has prepared the attached Staff Report containing 

Staff' a findings and recommendations regarding the proposed rates. 

All partiee should review the report carefully and provide any 

written commenta or requests for a hearing or informal conference 

no later than 15 days from the date of this Order. 

IT IS THEREFORE ORDERED that all parties shall have no more 

than 15 days from the date of this Order to provide written 

comments regarding the attached Staff Report or requests for a 

hearing or informal conference. If no request for a hearing or 

informal conference is received, this caae will be submitted to the 

Commission for a decision. 

Done at Frankfort, Kentucky, this 9th day of August, 1994. 

ATTEST : 

Execut ve D rector 

PUBLIC SERVICE COMMISSIOK. 

C?,. For t e C mm sa iJ(*7 on 
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L P r e f a c e  

On April 13, 1994, Lewis Sanitation Company, Inc. d/b/a 

Gardenside Subdivision ('*Gardenside") submitted its application 

with the Kentucky Public Service Commission ("Commission") seeking 

approval to increase its tariffed sewer rates by 46 percent, an 

increase in annual operating revenues of $13,920. The application 

was considered filed on April 28, 1994, when all deficiencies were 

cured. 

In order to evaluate the requested increase, the Commission 

Staff ("Staff") performed a limited financial review of 

Gardenside's operations €or the test period, the twelve month 

period ending December 31, 1993. Karen Harrod, of the Commission's 

Division of Financial Analysis, conducted the review on May 6, 1994 

at the home of Gardenside's owner, Mr. John Lewis, in Owensboro, 

Kentucky. George Steinmetz of the Commission's Division of Rates 

and Research conducted a review of Gardenside's reported revenues 

on June 3, 1994, at the Lewis' home and at the West Daviess County 

Water District where the utility's billing and collection is done. 

The findings of Staff's review are contained in this report. 

Mr. Steinmetz is responsible for the sections related to operating 

revenues. The remaining sections of the report were prepared by 

Ma. Harrod. Based upon the findings, Staff recommends that 
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Gardenside be allowed to increase its annual Operating revenues by 

$ 6 , 4 0 9 .  

SSQELQ 

The scope of the review was limited to obtaining information 

to determine whether test period operating revenues and expenses 

were representative of normal operations. Insignificant or 

immaterial discrepancies were not pursued and are not addressed in 

this report. 

During the course of the review, Gardenside was advised that 

all proposed adjustments to test year expenses must be supported by 

some form of documentation and that all such adjustments must be 

known and measurable. 

L vsis of 00-s Rev- F % u w  - 
In its 1993 Annual Report, the utility stated that it had a 

total of 227 residential customers resulting in the collection of 

$28,512 for sewage service. 

Staff performed a field review in this case and the analysis 

of the information obtained therefrom has produced the amount of 

operating revenues received by the utility for services performed 

in the test year. The result of Staff’s analysis is that the 

utility derived $29,713 from services rendered during the test 

year. 

In its application Gardenside stated that the total number of 

customera as of the date of the filing was 232. In past rate 
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reviews involving Gardenside, it has been determined that there are 

231 lots in this area. To arrive at the proper number of customers 

to be used in determining the normalized revenue for the test year, 

staff used a 13-month average beginning with customers who were 

served in December 1992.' This calculated average is the same as 

the number of customers as of April 6, 1994 as determined by 

staff's review of Gardenside's records. The normalized revenues 

for the 1993 test period are $29,974.' - 
For the test year Gardenside reported operating expenses of 

$29,776. No adjustments to test period expenses were proposed in 

the application. Staff's recommended adjustments are discussed in 

the following sections of this report. 

CUSTOMERS 
231 
231 
229 
226 
228 
229 
231 
229 
229 
231 
230 
230 
230 

1 

2,984/13 months 

IQKm 
December 1992 
January 1993 
February 1993 
March 1993 
April 1993 
May 1993 
June 1993 
J u l y  1993 
August 1993 
September 1993 
October 1993 
November 1993 
December 1993 

= 229.54 or 230 customers 

230 Customers * $10.86 x 12 months=$29,974. a 
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It should be noted that Lewis Sanitation Company, Inc. also 

owns and operates the sewer system for Garden Heights Subdivision 

("Garden Heights"). Shared expenses are allocated between the two 

systems based on the number of customers which results in 1/3 of 

the expenses being charged to Garden Heights and the remaining 2/3 

of the expenses to Gardenside. 

Gardenside reported test year salaries and wages expense of 

$15,917. Based on Staff's review it was determined that Lewis 

Sanitation currently has one employee who is paid a salary of 

$1,800 per month, or $21,600 annually. Total salary expense is 

allocated between Lewis Sanitation's two divisions resulting in 

total expense for Gardenside of $14,400. Accordingly, an 

adjustment has been made to decrease test year salaries and wages 

expense by $1,517. 

2xxatment Svstem - Materials and Other E X D ~ ~ R ~ R  

In its test year operations Gardenside reported treatment 

system expenses of $1,754. Included in this amount was $692 for 

monthly testing/analysis. Based on Staff's review Gardenside is 

currently paying monthly analysis expense of $62.70. This results 

in an annual expense of $752, an increase of $60 over the test 

year level. Accordingly, Staff has included an adjustment to 

increase test year expense by $60. 
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Gardenside incurs a monthly billing and collection expense of 

$.SO per bill. For the test year this expense was reflected i n  the 

net revenues reported rather than being itemized as an operating 

expense. It is Staff's opinion that this should be included as an 

expense of Gardenside. Therefore, an adjustment has been made to 

include billing and collection expense of $1,380.' - 
There was no depreciation expense reported in Gardenside's 

test year operations. However, in its application Gardenside 

indicated that the utility was in need of some repairs, 

improvements and two new pumps. Staff was provided with an 

estimate for purchasing and installing the two pumps and a control 

panel at a cost of $7,370. After consulting with the Commission's 

Division of Engineering it was determined that an expenditure of 

this nature should be capitalized and depreciated over a period of 

5 years. Accordingly, Staff has included depreciation expense of 

$1,474' in the calculation of Gardenside's adjusted operations. - 
Based on the recommendations of Staff, Gardenside's operating 

statement would appear as set forth in Appendix B to this report. 

$.SO x 230 customers x 12 months - $1,380 
$7,370 + 5 years = $1,474 

3 

4 
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L Determination 
The approach frequently used by this Commission to determine 

revenue requirements for small, privately-owned utilities is an 88  

percent operating ratio. Staff recommends the use of this approach 

in determining Gardenside's revenue requirement. Therefore, Staff 

recommends that Gardenside be allowed to increase ita annual 

revenues by $6,409, calculated as follows: 

Adjusted Operating Expenses $ 31,173 
Operating Ratio + .kQ 

Income Taxes $ 35,424 
Required Operating Revenue before 

Less: Adjusted Operating Expensea 31.173 

Revenue Subject to Income Taxes $ 4,251 
Gross-up Factor - 
Net ODeratinq Income Inclusive of 
Prohaion For Income Taxes $ 5,210 

Add: Adjusted Operating Expenses 31.173 

Less: Normalized Test-Year Revenue 29.974 

Required Revenue Increase L A & u  

Revenue Requirement $ 36,383 

IL- 
The current rate schedule for this package treatment plant is 

a flat rate of $10.86 for each single family residential user. The 

company has proposed in its application to increase rates by $5 a 

month or $60 annually. It incorrectly states in its application 

that this would be a 48 percent increase. The propooed actual 

increase is 46 percent across the board to all the ratepayers. 

Staff concludes that the current flat monthly rate design is 

appropriate for Gardenside. Therefore, the increase in revenue 

requirement will be added to Gardenside's existing rate structure. 
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Appendix A indicates the recommended rate baeed on tho rovanua 

increase determined herein. 
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APPENDIX A 
TO STAFF REPORT CASE NO. 94-151 

The Staff recommend8 the following rate schedule be prescribed 

for customers of Lewis Sanitation Company, Inc. d/b/a Qardeneide 

Subdivision. - 
Single Family Residential $ 13.19 



APPENDIX B 
TO STAFF REPORT CASE NO.  9 4 - 1 5 1  

Lewie Sanitation Company, Inc. d/b/a Qardonoide Bubdivioion 
Statomant of najuotad Oparationo 

Taut Yaar E n d a d  12/31/93 

Operating Ravanuae Q 18,511 o 1,461 0 1 9 , 3 7 4  

Oparating Expanaoai 
0 14,400 salaries f i  Wagaa 0 19,917 O( 1,517) 

sludge Hauling 109 205 
Purchaaad Watar 116 116 
Traatrnont avo.-Matariala f i  Othor 1.794 60 1.814 
Purchiead Pbwar 
Maintananaa 
Office suppliae 
Outaida Sarvicaa 

6;46l 
3,193 

622  
G O O  

6;46l 
3,193 

622 
600 

Mioaallanaoun 7 7 
Taxaa othar than Incoma Taxao 901 901 
Billin and Collaction -0- 1,380 1,380 

1.474 1.474 
Total Oparating Expanaaa LEGL7A R-LEcL w 
NET INCOMIE/(L0SS) eLI.164) u PL) 

DapracLion _ _  


